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Separate paging is given to this Part in order that it may be tiled as a separate compilation. 

LOK _§ABBA 


The following Bill was introduced in Lok Sabha on 28th November, 1995 :— 
Bill No. 74 of 1995 

A Bill to provide for regulations of depositories in securities and for matters 
connected therewith or incidental thereto. 

Be it enacted by Parliament in the Forty-sixth Year of the Republic 
of India as follows: — 

CHAPTER I 
Preliminary 


1. (i) This Act may be called the Depositories Act, 1995. 

(2) It extends to the whole of India. 

(3) It shall be deemed to have come into force on the 20th day of 
September, 1995, 


Short 

title, 

extent and 
com¬ 
mence¬ 
ment. 


2 (1) In this Act unless the context otherwise requires,— Defini 

v ' ’ tions. 

(a) “beneficial owner” means a person whose name is recorded 

as such with a depository; 

(b) “Board” means the Securities and Exchange Board of India 
established under section 3 of the Securities and Exchange Board of 
India Act, 1992; 


15 of 1992, 
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(c) “bye-laws” means bye-laws made by a depository under 

section 26; 

(d) “Company Law Board” means the Board of Company Law 

Administration constituted under section 10E of the Companies Act, 1956; 

(e) depository” means a company formed and registered under 
the Companies Act, 1956 and which has been granted a certificate 
of registration under sub-section OA) of section 12 of the Securities 
and Exchange Board of India Act, 1982;' 

gj^spier” means any person making an issue of securities; 

/participant” means a person registered as such under sub- 
sectigtw(^.^of section 12 of the Securities and Exchange Board of India 

Act,t992; 

( h ) “prescribed” means prescribed by rules made under this Act; 

(0 “record” includes the records maintained in the form of books or 
stored in a computer or in such other form as may be determined by 
regulations; 

(/) “registered owner” means a depository whose name is entered as 
such in the register of the issuer; 

(h) “regulations” means regulations made by the Board; 

(/) “security” means such security as may be specified by the 

Board; 

(m) “service” means any service connected with recording of 

allotment of securities or transfer of ownership of securities in the 
record of a depository. 

(2) Words and expressions used herein and not defined but defined 
in the Companies Act, 1956 or the Securities Contracts (Regulation 1 Act, 
1956 or the Securities and Exchange Board of India Act, 1992 ? shall have 
the meanings respectively assigned to them in thos£ Acts. 


CHAPTER II 

Certificate of commencement of business 


certifi¬ 
cate of 
com¬ 
mence,- 

meat 

of business 
by de¬ 
positories 


3. (I) No depository shall act as a depository unless it obtains a 
certificate of commencement of business from the Board. 

(2) A certificate granted under sub-section (1) shall be in such form as 
may be specified by the regulations, 

(3) The Board shall not grant a certificate under sub-section ( 1 ) 
unless it is satisfied that the depository has adequate systems and safe¬ 
guards to prevent manipulation of records and transact ions: 


Provided that no certificate shall be refused under this section un¬ 
less the depository concerned has been given a reasonable epp rtunitj 

pf beipg heard. 


1 of 1956 

1 of 1956. 
15 of 1992. 

15 of 1992. 
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42 of 1956. 
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CHAPTER III 

Rights and obligations of depositories, participants, 

ISSUERS and beneficial owners 

4. (I) A depository shall enter into an agreement with one or more 
participants as its agent. 

(2) Every agreement under sub-section (1) shall be in such form as 
may oe specified by, the bye-laws. 

5. Any person, through a participant, may enter into an agreement, 
in such form as may be specified by the bye-laws, with any depository for 
availing its services. 

6 . (I) Any person who has entered into an agreement under section 
5 shall surrender the certificate of security, for which he seeks to avail the 
services of a depository, to the issuer in such manner as may be specified 
by the regulations. 

( 2 ) The issuer, on receipt of certificate of security under sub-section 

(1) , shall cancel the certificate of security and substitute in its records the 

name of the depository as a registered owner in respect of that security and 
inform the depository accordingly. 

(3) A depository shall, on receipt of information under sub-section 

(2) , enter the name of the person referred in sub-section (!) in its records, 

as the beneficial owner. 

7. (!) Every depository shall, on receipt of intimation from a parti¬ 
cipant, register the' transfer of security in the name of the transferee. 

(2) If a beneficial owner or a transferee of any security seeks to have 
custody of such security the depository shall inform the issuer accordingly. 

8 . (!) Every person subscribing to securities offered by an issuer shall 
have the option either to receive the security certificates or hold- securities 
with a depository. 

(2) Where a person: opts to hold a security with a depository, the issuer 
shall intimate such depository the details of allotment of the security, and 
on receipt of sftch information the depository shall enter in its records the 
name of the allottee as the beneficial owner of that security. 

9. (!) AH securities held by a depository shall be dematerialised nnd 
shall be in a fungible form. 

(2) Nothing contained in sections 153, 153A, 153B, 187B, 187C and 
372 of. the Companies Act, 1956 shall apply to the securities held by a 
depository on behalf of the beneficial owners- 

10. (!) Notwithstanding anything contained in any other law for the 
time being in force, a depository shall be deemed to be the registered owner 
for the purposes of effecting transfer of ownership of security on behalf of 
a beneficial owner. 
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(2) Save as Otherwise provided in sub-section (1), the depository as 
a registered owner shall not have any voting rights or any other rights in 
respect of securities held by it, 

(3) The beneficial owner snail be entitled to all the rights and benefits 
and be subjected to all the liabilities in respect of his securities held by a 
depository* 

11. Every depository shall maintain a register and an index of bene¬ 
ficial owners in the manlier provided in section 150, section 151 a n d section 
152 of the Companies Act, 1956. 

32. (7) Subject to such regulations and bye-laws, as may be made in 
this behalf, a, beneficial owner may with the previous approval of the deposb 
tory create a pledge or LypUh^cauca in respect of a security owned by him 
through a depository. 

(2) Every beneficial owner shall give intimation of such pledge or 
hypothecation to the depository and such depository shall thereupon make 
entries in its records accordingly. 

(5) Any entry in the records of a, depository under sub-section ( 2 ) 
shall be evidence of a pledge or hypothecation. 

13. (7) Every depository shall furnish to the issuer information about 
the transfer of securities in the name of beneficial owners at such intervals 
and in such maimer as may be specified by the bye-laws- 

(2) Every issuer shall make available to the depository copies of the 
relevant records in respect of securities held by such depository. 

14. (/) If a beneficial owner seeks to opt out of a depository in respect 
of any security he shall inform the depository accordingly. 

(2) The depository shall on receipt of intimation under sub-section 
(I) make appropriate entries in its records and shall inform the issuer- 

(5) Every issuer shall, whh’n thirty days of the receipt of intimation 
from the depository and on fulfilment of such conditions and on payment 
of such fees as may be specified by the regulations, issue the certificate of 
securities to the beneficial owner or the transferee, as the case may be. 

15. The Bankers’ Books Evidence Act, 1891 shall apply in relation 
to a depository as if it were a bank as defined in section 2 of that Act. 


If, (1) Without prejudice to the provisions of any other law for the 
time being in force, any loss caused to the beneficial owner due to the negli¬ 
gence of the depository or the participant, the depository shall indemnify such 
beneficial owner. 

(2) Where the loss due to the negligence of the participants under sub¬ 
section (1) is indemnified by the depository shall have the right to recover the 
same from such participant. 


1 of 19W. 
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IT. ( 1 ) Subject to the provisions of this Act, the rights and obligations 
of the depositories, participants and the issuers whose securities are dealt 
with by a depository shall be specified by tire regulations- 

( 2 ) The eligibility criteria for admission of securities into the deposi¬ 
tory shall be specilied by the regulations. 

CHAPTER IV 

Enquiry and inspection 

18. ( 1 ) The Board on being satisfied that it- is necessary in the public 
interest or in the interest of investors so to do, may, by order in writing,— 

(a) call upon any issuer, depository, participant or beneficial 
ow n er to furnish in writing such information relating to the securities 
held in a depository as it may require; or 

( b ) authorise any person to make an enquiry or inspection in 
relation to the affairs of the issuer, beneficial owner, depository or 
participant, who shall submit a report of such enquiry or inspection 
to it within such period as may be specified in the order. 

(V) Every director, manager, partner, secretary; officer or employee 
of the depositoiy or issuer or tire participant or beneficial owner shall on 
demand produce before the person making the enquiry or inspection all 
information or such records and other documents in his cusLoby having a 
bearing on the subject matter of such enquiry or inspection. 

19. Save as provided in this Act, if after making or causing to be made 
nn enquiry or inspection, the Board is satisfied that it is necessary— 

(0 in the interest of investors, or orderly development of securi¬ 
ties market; or 

(ii) to prevent the affairs of any depository or participant being 
conducted in the manner detrimental to the interests of investors or 
securities market, 

it may issue such directions— 

(a) to any depository or participant or any person associated 
with the securities market; or 

( b ) to any issuer, 

as may be appropriate in the interest of investors or the securities market. 

CHAPTER V 
Penalty 

20- Whoever contravenes or attempts to contravene or abets the 
contravention of the provisions of this Act or any regulations or bye-laws 
made thereunder shall be punishable with imprisonment for a term which 
may extend to five years or with fine, or with both. 

21. (I) Where an offence under this Act has been committed by a 
company, every person who at the time the offence was committed was in 
charge of, and was responsible to, the company for the conduct of the 
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business of the company, as well as the company, shall be deemed to be 

guilty of the offence and shall be liable to be proceeded against and punished 
accordingly: 

Provided that nothing contained in this sub-section shall render any'' 
such person liable to any punishment provided in this Act, if he proves that 
the offence was committed without his knowledge or that he had exercised 
all due diligence to prevent the commission of such offence. 

(2) Notwithstanding anything contained in sub-section (1), where an 
offence under this Act has been committed by a company and it is proved 
that the offence has been committed with the consent or connivance of, or 
is attributable to any neglect on the part of, any director, manager, secretary 
or other officer of the company, such director, manager, secretary or other 
officer shall also be deemed to be guilty of the offence and shall be liable to 
be proceeded against and punished accordingly. 

Explanation. —For the purposes of this section,— 

(t») “company” means any body corporate and includes a firm 

or other association of individuals; and 

(b) “director”, in relation to a firm, means a partner in tire firm. 

CHAPTER VI 
Miscellaneous 

22, ; (1) No court shall take cognizance of any offence punishable 
under this Act or any regulations or bye-laws made thereunder, save on a 
complaint made by the Board. 

(2) No court inferior to that of a Metropolitan Magistrate or a Judicial 
Magistrate of the first class shall try any offence punishable under this Act. 

23. (J) Any person aggrieved by an order of the Board made under 
this Act, or the regulations made thereunder may prefer an appeal to the 
Central Government within such time as may be prescribed. 

(2) No appeal shall be admitted if it is preferred after the expiry of 
the period prescribed therefor: 

Provided that an appeal may be admitted after the expiry of the 
period prescribed therefor if the appellant satisfies the Central Government 
that he had sufficient cause for not preferring the appeal within the pres¬ 
cribed period. 

(2) Every appeal made under this section shall be made in such form 
and shall be accompanied by a copy of the order appealed against and by 
such fees as may be prescribed. 

( 4 ) The procedure for disposing of an appeal shall be such as may 
be prescribed: 

Provided that before disposing of an appeal, the appellant shall be 
given"a reasonable opportunity of being heard. 
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24 . (1) The Central Government may, by notification in the Official 
Gazette, make rules for carrying out the provisions of this Act. 

(2) In particular, and without prejudice tc the generality of the fore¬ 
going power, such rules may provide for all or any of the following matters, 
namely:— 

(«) the time within which an appeal may be preferred under sub¬ 
section (i) of section 23; 

(b) the form in which an appeal may be preferred under sub¬ 
section (3) of section 23 and the fees payable in respect of such 
appeal; 

(c) the procedure for disposing of an appeal under sub-section 
(4) of section 23- 

25. ( 1 ) Without prejudice to" the provisions of section 30 of the 
Securities and Exchange Board of India Act, 1992, the Board may, by 
notification in the Official Gazette, make regulations consistent with the 
provisions of this Act and the rules made thereunder to carry out the 
purposes of this Act. 

(2) In particular, and without prejudice to the generality of the 
foregoing power, such regulations may provide for— 

(a) any other form in which record is to be maintained under 
clause (0 of sub-section, (I) of section 2; 

(b) the form in which the certificate of commencement of busi¬ 
ness shall be issued under sub-section (2) of section 3; 

(c) the manner in which the certificate of security shall be. 
surrendered under sub-section (1) of section 6; 

(d) the manner of creating a p-edge or hypothecation- in respect 
of security owned by a beneficial o wner under sub-section (1) °f 

section 12; 

(e) the conditions and the fee payable with respect to the issue 
of certificate of securities under sub-section (3) of the section 14; 

(/) the rights and obligations of the depositories, participants and 
the issuers under sub-section ( 1 ) of section 17; 

(g) the eligibility criteria for admission of securities into the 
depository under sub-section (2) of section 17. 

26. (1) A depository shall, with the previous approval of the Board, 
make bye-laws consistent with the provisions of this Act and the regula¬ 
tions. 

(2) In particular, and without prejudice to the generality of the fore¬ 
going power, such bye-laws shall provide for— 

(a) the eligibility criteria for admission and removal of securi¬ 
ties in the depository; 
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(b) the conditions subject to which the securities shall be dealt 

with; 

(c) the eligibility criteria for admission of any person as a 
participant; 

(d) the manner and procedure for demalenalisation of securities; 

( e ) the procedure for transactions within the depository; 

(/) the manner in which securities shall be dealt with or with¬ 
drawn from a depository; 

(g) the procedure for ensuring safeguards to protect the interests 
of participants and beneficial owners; 

( h ) the conditions of admission into and withdrawal from a 
participant by a bcneficiial owner; 

(0 the procedure for conveying information to the participants 
and beneficial owners on dividend declaration, shareholder meetings 
and other matters of interest to the beneficial owners; 

(/) the manner of distribution of dividends, interest and mone¬ 
tary benefits received from the company among beneficial owners; 

(k) the manner of creating ptedge or hypothecation in respect 
of securities held with a depository; 

(l) inter se rights and obligations among die depository, issuer, 
participants and beneficial owners; 

(m) the manner and the periodicity of furnishing information 
to the Board, issuer and other persons; 

f?r) the procedure for resolving disputes involving depository, 
issuer, company or a beneficial owner; 

(o) the procedure for proceeding against the participant com¬ 
mitting breach of the regulations and provisions for suspension and 
expulsion of participants ftom the depository and cancellation of 
agreements entered with the depository; 

(p) the internal control standards including procedure for 
auditing, reviewing and monitoring.. 

(?) Where the Board considers ( it expedient fq to do, it may. by order 
in writing, direct a depository to make any bye-laws or to amend or re¬ 
voke any bye-laws already nrnde within such period as it may specify in 
this behalf. 

(4) If the denositorv Vis or neglects to comply with such order within 
rnccified rm i? nd, the Emrd maw make the bvo-luws or amend or re- 
xmke the bv^-aws made either in the form specified in the order or with 
such modifications thereof as the Board thinks fit. 




Ortl. 
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27 . Every rule and every leguUumii mam uuuer ibis Act shall be 
laid, as soon as niay be alter it is made, before each House of Parliament, 
while it is in session, for a total period of thirty days which may be com¬ 
prised in one session or in two or more successive sessions, and if, before 
the expiry of the session immediately following the session or the succes¬ 
sive sessions aforesaid, both Houses agree in making any modification in 
the rule or regulation or both Houses agree that the rule or regulation 
should not be made, the rule or regulation shall thereafter have effect 
only in such modified form or be ol no elfect, a; the case nn; be; so, how¬ 
ever, that any such modification or annulment ahull be withom prejudice 
to the validity of anything previously don e under that rule or regulation. 

28 . The provisions of this Act shall be in addition to, and not in 
derogation of, any other law for the time being in force relating! to the 
holding and transfer of securities. 


29 . ( 2 ) If any difficulty arises in giving effect to the provisions of 
this Act, tlie Central Government may, by order published in the Official 
Gazette, make such provisions not inconsistent wiffi the provisions ol 
this Act as appear Jo it to be necessary or expedient for removing the 

difficulty: 

Provided that no order shall be made under this section after the expiry 
of a period of two years from the commencement of this Act. 

(2) Every order made under this section shall be laid, as soon as may 

be after it is made, before each House of Parliament. 

30 - The enactments specified in the Schedule in 'his Act shall be 
amended in the manner provided iherein. 


31 . (1) The Depositories Cbrdinance, 1995 is hereby repealed. 

(2) Notwithstanding such repeal, anything done or an/ action taken 
under the said Ordinance, shall be deemed to have been done or taken under 
the 'Corresponding provision of this Act 


Rules and 
regulations 
to be laid 
before 
Parlia¬ 
ment. 


Appli¬ 
cation of 
other 
laws not 
barred. 

Removal 
of diffi¬ 
culties, 


Amend¬ 
ments to 
'.eriain 
enact¬ 
ments. 

Repeal 

and 

saving. 



[Part II— 


10 THE GAZETTE OF INDIA EXTRAORDINARY 


THE SCHEDULE 
(See section 30) 

AMENDMENTS TO OKKTAlis i^ACTMENT'S 
PART J 

Amendment to the Indian Stamp Act; 1899 
(2 op 1899) 

Amendment 

After section 3, the following .-.ectiou .hall be inserted. namely: — 

3A. Notwithstanding anything coo lamed m tli|is Act,— 

(a) an issuer, by the issue ol secu'bitiesi to one or more 
depositories shall, in respect of such Issue, be chargeable with 
duty on the total amount of security issued by it and such securi¬ 
ties need not be stamped; 

(b) where an issuci issues certificate ol security under sub-section 
(8) of section 14 of tile Depositories Act, 1995, on such certificate 
duty shall be payable as is payable on the issue of duplicate certificate 
under this Act; 

(c) Pansier oi registered ownership of shares from a person to a 
depository or from a dtpouluiy to a beneficial owner shall not be 
liable to any stamp duty; 

(d) transfer of beneficial ownership of shares, such shares 
being shares of v a company dealt with by a depository shall not be 
liable to duty under article 62 of Schedule I of this Act- 

Explanation.~Y oy the purposes of this section, Lhe expressions 
“beneficial owner", “depository”, “issuer” and “record” shall have the meanings 
respectively assigned to them in clauses (a), (e), (/) and (i) of sub-section (1) 
of section 2 of the Depositories Act, 1995.’. 


PART II 

Amendments to the Companies Act, 1956 
(1 of 1956) 

Amendments 

1. In section 2, aftei clause (45A), the following clause shall be inserted, 
namely:— 

'( 15B i “Securities and Exchange Hoard of India ' means the 
Securities and Exchange Board of India established under section 3 of 
the Securities and Exchange Board of India Act, 1992.’. 
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15 of 1992. 
I of 1986. 


2 . After section 2, the following section shall be inserted, namely:— 

“2A. Words and expressions used and not defined in this Act but 
defined in the Depositories‘Act, 1995 shall have the same meaning 
respectively assigned to them |in that Act.", 

3. In section 41, after sub-section (2), the following sub-section shall 
be inserted, namely:— 

“( 3 ) Every person holding equity share capital of company and 
whose name is entered as beneficial owner in the records of the 
depository shall be deemed (o be a member of the concerned company.”. 

4. In section 49, in sub-section (5), alter clause (b), the following clause 
shall be inserted, namely'- ■ 

“(c) from holding investments in the name of a depository when 
such investment are in the form of securities held by the company as 
a beneficial owner/’. 

5. In section 51. the following pioxiso shall be Inserted, namely:— 

“Provided that where the securities are held in a depository, the 
records of the beneficial ownership may be served by such depository on 
the company by means of electronic mode or by delivery of floppies or 
discs.”. 

6. Section 83 shall be omitted. 

7. In section 108, after sub-section (2), the following sub-section shall 
be inserted, namely:— 

“(5) Nothing contained in this section shall apply to transfer 
of security effected by the transferor and the transferee both of 
whom are entered its beneficial OTmers in the records of a depository/'. 

8. In section 111, after sub-section ( 13 ), the following sub-section 
shall be inserted namely: - 

'(14) Tn this section “company” means a private company and 
includes a private company which had become a public company by 
virtue ol section 43A of this Act.’. 

9. After section 111, the following section shall be inserted, namely 

‘11 i A. (1) In this section, unless the context otherwise requires, 
“company” means a company other than a company leferred to in 
sub-seotion (14) of section 111 of this Act. 

(2) Subject to the provisions of this section, the shares or deben¬ 
tures and any interest therein of a company shall be freely transfer¬ 
able. 


(?) The Company Law Board mav on ;>n apnlicjUion made by a 
depository, company participant or investor oi the Securities and 
Exchange Board of India within two months from the date of transfer 
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of any shares or debentures held by a dsppsitoi^r 6r foamthes Ate 4311 
which the instrument of transfer or the intimation of transmission was 
delivered to the company, as the ease may be, after suehenqttiry as it 
thinks fit, direct any company or depositoiy to rectify register cfi&Gftb 
if the transfer of the shares or debentures is in contravention dt any 
of the provisions of the Securities, and Exchange Board of India Act, 
i993> ot regulations made thereunder or the Sick Industrial' Companies 
(Special Provisions) Act, 1985. 

(4) %e Company Law Board while acting under subjection 

(T) yrriay at its discretion make such interim order .as file 

vdtlsgbtifofe"niaking' or'completing such enquiry, 

(5) The provisions of this section 4-hall "not restrict die'right of a 

holder of shares or debentures, to transfer such shines Of debentures 
and any person acquiring such shares or debentures shall be entitled to 
voting fights unless the voting rights have been suspended by an order 
of the Company Law Board- 

(6) Notwithstanding anything contained in this section, any fur¬ 
ther transfer, during the pendency of the apphcation with~th&-€Swh|»hy 
Law Board, of shares or debentures shall entitle the transferee to voting 
rights unless? the voting rights in respect of such, transhfttse iidye also 
be^i suspehded . 

(7) The provisions of sub-section^ (5), (7), (9), 

(12) of section 111 shall, so far as may be, apply to the proceedings 
before the Company Law Etoard under- this SbcSfoii'ai ikep'jtppty 

tjie proceedings under that .section.’. 

10. In section 113, after sub-section (3), the following snb^c^on 
shall be inserted, namely:— 

“(4) Nbtwhhstandingt anylMng contained in sub-section (1), 
where the securities are dealt with in a depository, the company aladl 
intimate the details of allotment of securities to depository immediately 
on ; allbtmeift of such securities. 

11. In section 150, in sub-section (1), in clause (b), the words “dis- 
tingiMsMng each share by its number” shall be omitted. 

12. In section 152, in sub-section (1), in clause (h) r the words “distingui¬ 
shing each debenture by its number” shall be omitted. 

13. After section 152. the following section, shall be inserted, namely:— 

“152 A. The register and index of beneficial owners maintained pya 
depository under section 11 of -the Depositories Apt, -1995^„shall be 
deemed to be an index of members and register and index of debenture 
holders, as the case may be, for the purposes of this Act.” 

14. In Schedule II, in Part II, in clause C, after sub-section 9, the following 
sub-clause shall be inserted, namely:— 

“9Av The details of option to subscribe for securities tQ.be 
taSthriu % 


15 of 1992. 

1 .of 1986. 


Register 
and index 
of bene¬ 
ficial 
owner to 
be of 

debenture 

holder. 
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PAR r i’ III 

Amendments to the Securities Contracts (Regulation) Act, 1956 

(42 OF 1956) 

Amendments 

1. In section 2, for clause (7.1, the following clause shall be substituted, 
namely:- - 


■(f) “spol delivery contract” means a contract which provides for— 

(.i/) actual delivery of securities and the payment of a price 
therefor either on the same day as the date of the contract or on the 
nest day, the actual period taken for the despatch of the securities or 
the remittance of money therefor through the post being excluded 
from the computation of the period aforesaid if the parties to the 
contract do not reside in the same town or locality; 

(b) transfer of the securities by the depository from the account 
of a beneficial owner to the account of another beneficial owner 
when such securities are dealt with by a depository.’. 

2. Section 22A shall be omitted. 


PART IV 

Amendment to the Income-tax Act, 1961 
(43 of 1961) 

Amendment 

In section 45, after sub-section (2), the following sub-section shall be 
inserted, namely;— 

‘(2A ) Where any person has had at any time during previous year 
any beneficial interest in any securities, then, any profits or gains arising 
from transfer made by the depository or participant of such beneficial 
interest in respect of securities shall be chargeable to income-tax as the 
income of the beneficial owner of the previous year in which such 
transfer took place and shall not be regarded as income of the deposi¬ 
tory' who is deemed to be the registered owner of securities by virtue of 
sub-section ( 1) of section 10 of the Depositories Act, 1995, and for 
the purposes of— 

(f) section 48; and 

(li) proviso to clause (42 A), of section 2. 

the cost of acquisition and the period of holding of any securities shall be 
determined on the basis of the first-in-first-out method. 

Explanation —For the purposes of this sub-section, the expres¬ 
sions “beneficial owner”, “depository” and “security” shall have the 
meanings respectively assigned to them in clauses (a), f?) rind U) of 
Sub-section (I) of section ? of the Depositories Act, 1995.’ 
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PART V 

Amendment to the Benami Transactions (Prohibition) Act, 1938 

(45 of 1988) 

Amendment 

In section 3, for sub-section (2), the following sub-section shall be sub¬ 
stituted, namely:— 

“(2) Nothing in sub-section (1) shall apply to— 

(a) the purchase of property by any person in the name of his 
wife or unmarried daughter and it shall be presumed, unless the 
contrary is proved, that the said property had been purchased for 
the benefit of the wife or the unmarried daughter; 

(b) the securities held by a— 

(0 depository as a registered owner under sub-section (7) 
of section 10 of the Depositories Act, 1995; 

(U) participant as an agent of a depository. 

Explanation .—The expressions “depository” and “participant” 
shall have the meanings respectively assigned to them in clauses (e) 
and (?) of sub-section (1) of section 2 of the Depositories Act, 1995.’. 


PART VI 

Amendments to the Securities and Exchange Board of 

Tndia Act, 1992 

(15 of 1992) 

Amendments 

1. In section 2, in sub-section (2), for the words, brackets and figures “the 
Securities Contracts (Regulation) Act, 1956”, the words, brackets and figures 
"the SecurjiGes Contracts (Regulation) Act, 1956 or the Depositories Act, 1995” 
shall be substituted. 

2. In section 11, in clause (bra), for the words “depositories, custodians”, 
the words “depositories, participants, custodlians” shall be subsiMuted. 

3. Ip section 12, in sub-Section ( 1A ). for the words “depository, cus¬ 
todian”, at both the places where they occur, the words “depository, partici¬ 
pant, custodian” shall be substituted. 

4. In section 16, in sub-section (1), for the words “this Act”, the words 
“this Act or the Depositories Act, 1995” shall he substituted. 


<r of 1156, 
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ST ATEMENT OF OBJECTS AND REASONS 

Paper based ownership and transfer of securities has been a major draw¬ 
back of the Indian securities market as this often results in delay in settlement 
and transfer of securities, lead to ’bad dehvery', theft, forgery, etc. As a result 
the investor is deprived of liqui ity in security and investor grievance redressal 
become intractable. To pave Inc way for smooth and free transfer of securities* 
it has become essential to make a law for depositories. 

2. The depositories legislation, inter alia t provides fqr:— 

(u) a legal basis for establishment depositories to conduct the task of 
maintenance of ownership records of securities and effect changes in 
ownership records through book entry; 

( b) dematerialisc securities in the depositories mode as well as giving 
option to an investor to chooscn between, holding securities as at present 
or hold the securities in a demateriaJised from a depository; 

<c) making the securities fungible; 

ftf) making the shares, debentures and any interest thereon of a 
public limited company freely transferable; 

(e) exempting all transfers of shares within a depository from stamp 

duty. 

3. As Parliament was not in session, President promulgated the Deposi¬ 
tories Ordinance on 20th September, 1995 for the said purpose. 

4. The Bill seeks to replace the said Ordinance. 


New Delhi; 

The 10 tk November , 1995, 


MANMOHAN SINGH. 
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Notcs on Clauses 

Clause 2 defines the various expressions occurring in the Bill, 

Clause 3 provides for obtaining a certificate of commencement of business 
by a depository from, the Board and such certificate shall be in such form as 
may be specified by the regulations. The Board shall not grant a certificate 
unless it is satisfied that the? depository has adequate systems and safeguards to 
prevent manipulation of records and transactions. 

Clause 4 seeks to provide that every depository shall enter into an agree¬ 
ment with one or more participants as its agents and such agreement shall be 
in such form as may be specified by the bye-laws. 

Clause 5 provides that any person may enter into an agreement with any 
depository for availing its services and such agreement shall be in such form 
as may as specified by the bye-laws. 

Clause 6 provides that any person who seeks to avail the services of a 
depository shall surrender the certificate of security to the issuer in such manner 
as may be specified by the regulations. The issuer on receipt of such certificate 
of security shall cancel certificate of security and substitute in its records the 
name of the depository as registered owner in respect of that security. The 
depository shall enter the name of such person who has surrendered the 
certificate of security in its records as the beneficial owner. 

Clause 7 provider for registration of transfer of securities in the name of 
the transferee with a depository. This clause further provides that the depository 
shall inform the issuer if a beneficial owner or a transferee of any security seeks 
to have the custody of such security. 

Clause 8 provides for options either to receive security certificate or hold 
- securities with depository. 

Clause 9 provides for securities held by a depository to be demattriahsed 
and to bo in fungible form. 

Clause 10 provides for the rights of the depository and beneficial owhers. 

Clause 11 seeks to provide for maintenance of a register and an index of 
beneficial owner in the manner provided in sections 150, 151 and 152 of the 
Companies Act, 1956. 

Clause 12 provides for pledge or hypothecation of securities by a bencficial 
ownet. Such beneficial owner shall give intimation of such pledge or hypothe¬ 
cation to the depository and such depository shall thereupon make entries in its 
recofds accordingly and such entries in the records cf depository dial! he 
evidence of a pledge or hypothecation. 

Clause 13 provides for furnishing information about the transfer of securi¬ 
ties hi the name cf beneficial owner and records by a depository issuer. 
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Clause 14 provides for options or Uzc beneficial owner to opt out in res¬ 
pect of any security on fulfilment ol certain conditions and payment of such 
tecs as specified by the regulations. 

Clause 15 provides that tne Banners Books Evidence Act, 1891 to apply 
to a depository as it it were a bank in section 2 of that Act. 

Clause 16 provides lor indemnifying the loss caused to the beneficial owner 
due to the negligence ot the depositor or the participants. This clause further 
provides that where the loss indemsified by the depository is due to the neglig¬ 
ence of the participants, such depository shall have the right to recover 
the same from such participants. 

Clause 17 states that rights and obligations of the depositories, participants 
and issuer whose securities are dealt with by a depositor and eligibility critc- 
ira for admission of securities into the depository shall be specified by the 
regulations. 

Clause 18 deals with the power of the Board to call for information from 
issuer, depository, participant or benefi^al owner or authorities any person to 
make any enquiry or inspection in relation to the affairs of the issuer, beneficial 
owner, depository, or participant. 

Clause 19 confers the power on the Board to give direction in certain 
cases after causing enquiry or inspection. 

Clause 20 deals with offences in contravention of the provisions of this Bill. 

Clause 21 deals with the offences committed by companies in contraven¬ 
tion of the provisions of this Bill. 

Clause 22 seeks to provide that no court shall take cognizance of offences 
punishable under the Bill or any regulations or bye-laws except oh a com¬ 
plaint made by the Board. This clause further provides that no cour inferior 
to that of a Metropolitan Magistrate or a Judicial Magistrate of the First 
Class si .11 try ai\y offence punishable under the Bill. 

Clause 23 deals with the provisions relating to appeals by a person aggrie¬ 
ved by an order of the Board made under this Bill. 

Clause 24 empowers the Central Government to make rules for carrying 
out the provisions of the Bill in particular [relating to (a) the time within 
which an appeal rnay be preferred under sub-clause (1) of clause 23; (b) the 
form in which an appeal may be preferred under sub-section (3) of clause 23 
and the fees payable in respect of such appeal; and (c) the procedure for dis¬ 
posing of an appeal under sub-clause (4) of clause 23. 


Clause 25 empowers the Board to make regulations with regard to vari¬ 
ous matters specified therein, 

Clause 26 lays down the powers of depositories ro make bye-law.; 
with the previous approval of the Board. 

Clouse 27 lays clown that the rules and regulations made under the Bill 
would be laid before the Parliament. 
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Clause 28 provides that the provisions of the Bill shall be in addition to, 
and not in derogation to the provisions of any other law for the time being 
in foxce relating to the holding and transfer of securities. 

Clause 29 seeks to empower the Central Government to remove any diffi¬ 
culty which may arise in giving effect to the provisions of the Bill. 

Clause 30 provides for amendment to certain provisions of the Indian 
stamp Act, 1899, the Companies Act, 1956, the Securities Contract (Regula¬ 
tion) Act, 1956, the Income-tax Act, 1961, the BBenami Transactions (Prohi¬ 
bition) Act, 1988 and the Securities and Exchange Board of Tndia Act, 1992 
provided in the Schedule to the Bill. 

Clause 31 of the Bill seeks to repeal the Depositories Ordinance, 1995 and 
save actions taken thereunder as if taken under the corresponding provisions 
_of the Bill. 
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MEMORANDUM REGARDING DELEGATED LEGISLATION 

Clause 24 of the Bill seeks to empower Central Government to make 
rules for the time within which an appeal may be preferred from the order of 
SEBI, the form in which an appeal may be preferred, and the fees payable in 
respect of such appeal and the procedure for disposing of an appeal. 

2. Clause 25 of the Bill seeks to empower SEBI to make regulations for 
the form in which record is to be maintained by the depository, the form in 
which certificate of commencement of business shall be issued by SEBI, the 
manner in which the certificate of security shall be surrendered by an investor, 
the manner of creating a pledge or hypothecation in respect of a security 
owned by a beneficial owner, the conditions and fee payable with respect to 
issue of certificate of securities while coming out of depositories, the rights and 
obligations of depositories, participants and the issuers, and the eligibility crite¬ 
ria for admission of securities into depository. 

3. The matters in respect of which rules and regulations may be made 
are matters of procedure and detail and it is not practicable! toj provide for 
them in the Bill itself. 

4. Tlie delegation of legislative power is, therefore, of a normal character. 


R. C. BHARDWAJ 

Secretary-General. 


PRINTED BY THE MANAGER, GOVERNMENT OP INDIA PRESS, MINTO HOAD, NEW DELHI 
AND PUBLISHED BY THE CONTROLLER OP PUBLICATIONS, DELHI 1995, 




